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PRE-FILED VERIFIED DIRECT TESTIMONY OF JASON A. CASH
ON BEHALF OF
INDIANA MICHIGAN POWER COMPANY

Please state your name and business address.

My name is Jason A. Cash. My business address is 1 Riverside Plaza, Columbus,
Ohio 43215.

By whom are you employed and in what capacity?

| am employed by American Electric Power Service Corporation (AEPSC) as a
Senior Staff Accountant in Accounting Policy and Research (AP&R). AEPSC
supplies engineering, accounting, planning, advisory, and other services to the
subsidiaries of the American Electric Power (AEP) system, one of which is Indiana
Michigan Power Company (I&M or the Company).

My responsibilities include providing the AEP and affiliated companies with
accounting support for regulatory filings, including the preparation of depreciation
studies and testimony. | also monitor regulatory proceedings and legislation for
accounting implications and assist in determining the appropriate regulatory
accounting treatment.

Please briefly describe your educational background and professional
experience.

| graduated with a Bachelor of Science degree with a major in accounting from The
Ohio State University in 2000. In 2000, | joined AEPSC and have held several
positions within the Accounting organization, including general ledger accounting and
financial reporting for Ohio Power Company and AEPSC. From 2008 through 2013,
| worked in AEPSC'’s Transmission Accounting department where | was promoted to

Supervisor of Transmission Accounting in 2013. | started in my current position as a
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Staff Accountant in AP&R in 2014 and was promoted to Senior Staff Accountant in
20109.

Have you previously testified before any regulatory commissions?

Yes. | have prepared a depreciation study and filed testimony before the Indiana
Utility Regulatory Commission (IURC or Commission) in Cause No. 44967 on behalf
of I&M. | have filed testimony before the Public Service Commission of West Virginia
in Case No. 19-0063-E-PC and prepared depreciation studies and filed testimony in
Case Nos. 18-0645-E-D and 18-0646-E-42T on behalf of AEP subsidiaries
Appalachian Power Company and Wheeling Power Company. | have prepared
depreciation studies and filed testimony before the Michigan Public Service
Commission in Case No. U-18370 on behalf of 1&M, before the Public Service
Commission of Kentucky on behalf of AEP subsidiary Kentucky Power Company,
and before the Tennessee Regulatory Authority in Docket No. 16-00001 on behalf of
AEP subsidiary Kingsport Power Company. | also prepared depreciation studies and
filed testimony before the Federal Energy Regulatory Commission (FERC) in Docket
No. ER15-2114-000 on behalf of Transource West Virginia, LLC, and in Docket No.
ER17-419-000 on behalf of Transource Pennsylvania, LLC and Transource
Maryland, LLC. Transource West Virginia, LLC, Transource Pennsylvania, LLC, and
Transource Maryland, LLC are wholly owned subsidiaries of Transource Energy,
LLC. Transource Energy, LLC is a joint venture between AEP and Great Plains

Energy.
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Have you had any formal training relating to depreciation and utility
accounting?

Yes. | am a member of the Society of Depreciation Professionals (SDP) and was a
former at-large director for the SDP. | have completed training courses offered by
the SDP, which include Depreciation Fundamentals, Life and Net Salvage Analysis,
and Analyzing the Life of Real World Property. These training classes included topics
such as introduction to plant and depreciation accounting, data requirements and
collection, depreciation models, life cycle analysis, current regulatory issues,
actuarial life analysis, net salvage analysis, and simulation life analysis.

PURPOSE OF TESTIMONY

What is the purpose of your testimony in this proceeding?

My testimony recommends revised depreciation accrual rates for I&M’s electric plant
in service based on a depreciation study for I&M’s electric utility plant in service at
December 31, 2018 (as adjusted, see below). Schedules | and Il in the Depreciation
Study Report (included as Attachment JAC-1) detail the results of the study. The
depreciation rates determined by the study are intended to provide recovery of
invested capital, cost of removal, and credit for salvage over the expected life of the
property. The revised depreciation rates are primarily required due to changes in
investment, expected life, and net salvage of I&M’s utility property.

Are you sponsoring any attachments in this proceeding?

| am sponsoring the following attachments:

e Attachment JAC-1: Depreciation Study Report.



10

11

12

13

14

15

16

17

18

19

20

21

22

JASON CASH -4

e Attachment JAC-2: Brandenburg Industrial Service Company’s conceptual
dismantling study performed for the Rockport Plant.

e Attachment JAC-3: Sargent and Lundy's conceptual dismantling studies
performed for the Company’s hydroelectric (or hydraulic) facilities.

Are you sponsoring any workpapers in this proceeding?

| am sponsoring the following workpapers:

e WP JAC-1: Depreciation Study Workpapers

e WP JAC-2: 1&M Meter Depreciation Calculation

Were the attachments and workpapers that you are sponsoring prepared or

assembled by you or under your direction?

Yes.

DEPRECIATION STUDY OVERVIEW

What are I&M’s current depreciation rates based on?

I&M’s current depreciation rates are based on the settlement agreement approved in
Cause No. 44967 where the Commission approved the Company’s current steam
production, nuclear production, hydroelectric production, other production,
transmission, distribution and general plant depreciation rates.

How do the depreciation rates and annual accruals as a result of your study
compare with 1&M’s current rates and accruals?

A comparison of I&M'’s current rates and accruals and the study rates and accruals
is shown below on Figure JAC-1, which is based on adjusted total Company

December 31, 2018 depreciable plant balances:
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Figure JAC-1
Composite Depreciation Rates and Accruals
Based on Plant In Service at December 31, 2018 (as adjusted)
(Total Company)

Existing Study

Functional Plant Group Rates Accruals ($) Rates Accruals ($) Difference ($)

Steam Production 7.52% 75,943,109 7.77% 78,512,689 2,569,580
Nuclear Production 3.22% 113,352,194 4.13% 145,081,741 31,729,547
Hydraulic Production 2.30% 1,309,535 2.72% 1,548,603 239,068
Other Production 5.26% 1,945,253 5.29% 1,953,777 8,524
Transmission 1.95% 30,541,131 2.48% 38,872,874 8,331,743
Distribution 3.53% 79,020,380 3.54% 79,278,153 257,773
General 3.46% 4,829,294 3.59% 5,015,431 186,137

Total Depreciable Plant ~ 3.59% 306,940,896 4.09% 350,263,268 43,322,372

What are you recommending with respect to I&M’s depreciation accrual rates?
Based on results of the study, | am recommending an overall increase in I&M’s
depreciation accrual rates, to be made effective upon implementation of new base
rates. For purposes of comparison, applying my recommended I&M Indiana rates to
total Company depreciable plant in service as of December 31, 2018 (as adjusted,
see below) would produce an increase in annual depreciation expense of
$43,322,372. The main reasons for the increase are discussed later in my testimony.
What is the approximate impact of the Company’s proposed depreciation

accrual rates on an Indiana jurisdictional basis?

10

11

12

| obtained the Indiana jurisdictional allocation factors from Company witness Duncan
and estimate an annual increase to depreciation expense of approximately $32.2

million on an Indiana jurisdictional basis.
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STUDY METHODS AND PROCEDURES

Q. Please explain the definition of depreciation as used in preparing your

depreciation study.

A. The definition of depreciation that | used in preparing the study is the same that is

used by FERC and the National Association of Regulatory Utility Commissioners:

Depreciation, as applied to depreciable electric plant, means the loss
in service value not restored by current maintenance, incurred in
connection with the consumption or prospective retirement of electric
plant in the course of service from causes which are known to be in
current operation and against which the utility is not protected by
insurance. Among the causes to be given consideration are wear and
tear, decay, action of the elements, inadequacy, obsolescence,
changes in the art, changes in demand and requirements of public
authorities.

Net salvage value means the salvage value of property retired less the
cost of removal.

Service value means the difference between original cost and the net
salvage value of the electric plant.t

Q. Please explain the methods and procedures you used in preparing your

depreciation study.

A. The methods and procedures are fully described in Attachment JAC-1, the

Depreciation Study Report. In summary, all of the property included in the
Depreciation Study Report was considered on a group plan. Under the group plan,
depreciation is accrued upon the basis of the original cost of all property included in
each depreciable plant group instead of individual items of property. Upon retirement
of any depreciable property, its full cost, less any net salvage realized, is charged to

the accumulated provision for depreciation regardless of the age of the particular item

118 C.F.R. pt. 101 (“Definitions” 11 12, 19, 37).
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retired. Also under this plan, the dollars in each primary plant account are considered
as a separate group for depreciation accounting purposes and an annual
depreciation rate for each account is determined. In this study, the plant groups
consisted of the individual primary plant accounts for Production, Transmission,
Distribution, and General Plant property. The depreciation rates were calculated by
the Average Remaining Life Method, which is the same method that was used to
calculate I&M’s current depreciation rates. The Average Remaining Life Method
recovers the original cost of the plant (adjusted for net salvage) less accumulated
depreciation over the average remaining life of the plant.

For Production Plant, the generating unit retirement dates and the interim
retirement history for the individual plant accounts were used to determine the
average service lives and the remaining lives of the plants. The average service lives
for the Company’s Transmission, Distribution, and General Plant were determined
using statistical procedures similar to those used in the insurance industry in studies
of human mortality. The historical retirement experience of property groups was
studied, and retirement characteristics of the property were described using the lowa-
type retirement dispersion curves.

Net salvage for each property group was determined based on actual
historical experience for Production, Transmission, Distribution, and General Plant
accounts. In addition, Production Plant included terminal retirement net salvage
amounts for Steam and Hydraulic Production Plant. To determine terminal net
salvage for Steam Production Plant, I&M commissioned the independent industrial

service company, Brandenburg, in 2018 to update the conceptual dismantling cost
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estimate for the Rockport Plant. A copy of this estimate is included with my testimony
as Attachment JAC-2. For I&M’s hydraulic production plants, my depreciation study
used the conceptual dismantling cost estimates that are reflected in 1&M’s current
depreciation rates. The estimates, presented in I&M’s last rate case, were prepared
by the independent engineering firm Sargent & Lundy (S&L). The dismantling
studies for I&M’s hydraulic plants were last performed in 2016 and the estimates
provided from those studies continue to provide reasonable bases for calculating
terminal net salvage on each hydraulic plant. A copy of the S&L dismantling studies
are included with my testimony as Attachment JAC-3. The recommended
depreciation rates include the estimated final removal cost and expected terminal net
salvage amounts specific to each of the Company’s steam and hydraulic generating
stations at their estimated retirement dates.

Do you consider the dismantling studies used in your depreciation study to be
reliable and of atype generally relied upon by persons such as yourself during
the course of studying depreciation rates?

Yes.

Is Brandenburg’s conceptual dismantlement cost estimate for the entire
Rockport Plant?

Yes. 1&M contracted Brandenburg in 2018 to perform a dismantlement study of the
entire Rockport Plant. Brandenburg’s conceptual dismantlement cost estimate of the
Rockport Plant estimates the Company’s full responsibility for dismantlement of the

entire Rockport Plant at the time the plant is expected to end operation.
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Brandenburg’s estimate is less than previous estimates that have been provided by
the Company in prior cases.

Please explain how you determined terminal net salvage as of the retirement
year.

Brandenburg provided terminal net salvage amounts, excluding any asbestos, ash
pond, or landfill-type removal costs, stated at a 2018 price level. For the purposes of
developing depreciation rates, | needed the terminal net salvage amount at the time
of the unit retirement. Thus, | applied a 2.23% inflation rate factor to the net salvage
amounts provided by the Brandenburg study to determine the terminal net salvage
amount at Rockport Unit 1's retirement year. Similarly, the S&L study provided
terminal net salvage amounts stated at a 2015 price level. To estimate the cost at
each plant’s retirement date, | applied the same 2.23% inflation rate factor to the net
salvage amounts provided by the S&L study in order to determine the terminal net
salvage amount for each hydraulic plant at the plant’s retirement year. The terminal
net salvage amounts after inflation were used in the calculation of net salvage
percentages in the depreciation study.

What is the source of the 2.23% inflation rate used for this purpose?

The 2.23% inflation rate was taken from the Livingston Survey, a December 21, 2018
publication of the research department of the Federal Reserve Bank of Philadelphia.
The Livingston Survey provides a long term inflation outlook projecting an inflation

rate for a ten year period.
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Why did the depreciation study exclude the cost to remove asbestos and to
cover ash ponds and landfills?

The costs to remove asbestos and to cover ash ponds and landfills are included in
the Company’s asset retirement obligation (ARO) accounting. The depreciation and
accretion on these AROs are incorporated into the cost of providing service, which is
discussed in more detail by Company witness Ross.

Were there any major changes in the depreciation parameters for I&M’s plant
in service since the depreciation study presented in Cause No. 44967, which
included depreciable plant balances at December 31, 2016, adjusted for the
production plant projected to be placed in service in 2017?

Yes. The Cook Nuclear Plant (Cook) had an increase to depreciable plant in service
of $298.7 million, since the last depreciation study was performed.

The Settlement Agreement approved in Cause No. 44967, reflected a
depreciation rate that assumed an average remaining life of 11.46 years for Account
370, Meters. The current depreciation study reflects the Company’s decision to
replace its current meters with new Advanced Metering Infrastructure (AMI) meters
over the next three years (2020-2022). In preparation of the meter replacement, the
Company is proposing in this case to establish a depreciation rate for Account 370
that would allow for any undepreciated balance related to the current meters to be
recovered over the life of the newly installed AMI meter, which is estimated to be
approximately 15 years as discussed below. This proposal is consistent with

standard retirement accounting policies and procedures as described further below.
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In addition, Company witnesses Thomas and Isaacson discuss the Company’s plans
for the AMI deployment.

Please explain the methodology you used to establish a depreciation rate for
Account 370.

As previously mentioned, the Company has decided to transition to AMI meters
across its service territory over three years, or 2020 through 2022. This requires the
Company to retire the meters currently installed over the same time period. As a
result, a depreciation rate was calculated in the current depreciation study to reflect
the retirement of the meters that are currently installed and the installation of new
AMI meters. The depreciation rate calculation for Account 370 uses the currently
approved depreciation rate through 2020, the expected retirement of the current
meters by year, and the projected costs to install AMI Meters by year. Please see
WP JAC-2 for the depreciation rate calculation of Account 370.

Over what time period does the Company calculate depreciation rates for
Account 370 after the installation of AMI meters?

The depreciation rates that were calculated for Account 370 are based on a 15 year
estimated useful life for AMI meters after the meters are installed.

Is recovery of the remaining value of property, plant and equipment retired a
normal utility ratemaking practice?

Yes. Recovery of the remaining value of a generating station or Transmission,
Distribution and General property is normal utility ratemaking practice and this
practice follows FERC Electric Plant Instruction No. 10 “Additions and Retirements

of Electric Plant,” paragraph (2), which states:
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(2) When a retirement unit is retired from electric plant, with or without
replacement, the book cost thereof shall be credited to the electric plant
account in which it is included, determined in the manner set forth in
paragraph D, below. If the retirement is of a depreciable class, the book cost
of the unit retired and credited to electric plant shall be charged to the
accumulated provision for depreciation applicable to such property.
What depreciation rate does the Company propose for the Rockport Unit 2
selective catalytic reduction system (SCR or Unit 2 SCR) that is to be installed
and placed in service in 20207
In Cause No. 44871, the Commission granted 1&M a certificate of public convenience
and necessity (CPCN) to install SCR technology on Rockport Unit 2. In that
proceeding, the Commission also granted I&M’s request for a ten-year depreciation
rate for the Rockport Unit 2 SCR, or 10.00%. The Unit 2 SCR is expected to be
placed in service in May 2020. Use of a 10.00% depreciation rate does not allow for
the Unit 2 SCR to be fully depreciated when the Rockport Unit 2 lease expires and
the Unit 2 assets are retired in 2022 or when the Rockport Plant retires in 2028. In
order to reduce the possibility that an undepreciated balance will exist at the time that
the Rockport Plant is retired, the Company proposes establishing a 12.00%
depreciation rate in this Cause in order to recover the investment in the Unit 2 SCR
plus net salvage over the remaining life of Rockport Unit 1, or 2028. Please refer to
the depreciation rate calculation for the Unit 2 SCR within WP JAC-1. In addition,
the Company respectfully requests that the Commission approve any remaining net

plant associated with the Unit 2 SCR to be recovered through Rockport Unit 1

depreciation when the Rockport Unit 2 lease expires and the Unit 2 assets are retired.
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Why is 1&M’s proposal to change the depreciation rate of the Unit 2 SCR
reasonable?

Depreciating the Unit 2 SCR over the remaining life of Rockport Unit 1 remains
consistent with the depreciation treatment that was used for 1&M’s retired Tanner
Creek units. Itis also consistent with the depreciation treatment of the Rockport Unit
2 DSI that was approved in I&M'’s last rate case (i.e. if the Rockport Unit 2 lease is
not renewed and the Rockport Unit 2 depreciable plant is retired from the Company’s
books, any remaining net plant associated with the Rockport Unit 2 DSI will be
recovered through Rockport Unit 1 depreciation).

Are you also proposing a depreciation rate for the South Bend Solar project?
Yes. As described by Company witness Kerns, 1&M will own and operate a 20 MW
solar facility in South Bend, Indiana which is forecasted to go into service in
December 2020. The Company will be filing a separate case that is specific to the
South Bend Solar project but is requesting that a depreciation rate be established for
the project during this case because it is forecasted to be placed in service during
the test year. The Company proposes initially using a 3.40% depreciation rate for
the South Bend Solar project which is based on Company estimates of a 30 year
useful life and also includes a component for terminal net salvage. Please refer to
the depreciation rate calculation for the South Bend Solar project within WP JAC-1.
Please explain any depreciation study adjustments made to amounts booked
that were used to calculate depreciation rates.

In addition to the Company’s electric utility plant in service and accumulated

depreciation on the books at December 31, 2018, the depreciation study includes an
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adjustment for the 2019 forecasted additions to plant in service at Rockport, Cook,
and the Company’s hydraulic generating stations to reflect a forward looking test
period for the Company’s steam, nuclear and hydraulic production plant investment.
The depreciation study also includes a calculation to estimate a corresponding
adjustment to accumulated depreciation for all of production plant that reflects an
additional year of depreciation accrued through 2019. The adjustments increased

original cost and accumulated depreciation balances by the following amounts:

Rockport Plant — Original cost $17.8 million; accumulated depreciation $75.5

million.

e Cook Plant — Original cost $316.4 million; accumulated depreciation $108.7
million.

e Hydraulic Production Plant — Original cost $2.3 million; accumulated

depreciation $1.3 million.

Other Production Plant - Accumulated depreciation $1.9 million.

The total forecasted additions for production plant included in the depreciation
study total approximately $336.5 million, including $183.8 million of forecasted
additions for the Cook Plant related to the Life Cycle Management (LCM) project.
Company witness Lies discusses capital investment at Cook. The forecasted
additions to Rockport, Cook, and the hydraulic generating station plant balances and
accumulated depreciation were included with the depreciation study because
production plant uses finite end-of-life dates in the depreciation study to calculate
depreciation rates. In comparison, transmission, distribution and general plant uses

an average service life and average remaining life to calculate depreciation rates in
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the depreciation study. Including the forecasted additions and accumulated
depreciation will ensure that more accurate depreciation rates are established for
each generating station when rates become effective in 2020. Establishing
depreciation rates in this manner better supports the full depreciation of such assets
and better aligns customer rates with the remaining service life of each generating
station while reducing the extent to which the costs will need to be recovered through
rates after the assets are no longer in service.

Did you make any additional adjustments to the depreciation study amounts
that were used to calculate depreciation rates?

Yes. A depreciation study adjustment was made to accumulated depreciation to
recognize the difference in accumulated depreciation by using the weighted average
depreciation rates for book purposes versus the Commission-approved Indiana
depreciation rates. Since Indiana and Michigan have different depreciation rates, it
is necessary to adjust the total weighted average booked accumulated depreciation
amount to an Indiana total Company amount to take into account the historical
jurisdictional difference in accumulated depreciation caused by the different
depreciation rates.

Depreciation study adjustments were also made to booked original cost and
accumulated depreciation amounts related to Cook’s LCM Project and Rockport’s
DSI and Unit 1 SCR Projects. 1&M received approval from the IURC (Cause Nos.
44182, 44331 and 44523) to recover a return on construction work in progress
(CWIP) for these projects. This approval eliminates the accrual of allowance for

funds used during construction (AFUDC) on the Indiana jurisdictional project
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amounts during the period that Indiana retail rates include such CWIP recovery.
Michigan continued to record AFUDC on these projects, which created a difference
between Indiana’s original cost and accumulated depreciation when compared to
Michigan. The LCM AFUDC adjustment decreased Cook’s original cost by $16.5
million and increased accumulated depreciation by $18.1 million. The DSI AFUDC
adjustment decreased Rockport's original cost by $798,000 and decreased
accumulated depreciation by $273,000. The Rockport Unit 1 SCR AFUDC
adjustment decreased Rockport’s original cost by $2.2 million and decreased
accumulated depreciation by $280,000.

STUDY RESULTS

Please explain the results of your study for Steam Production Plant.

The composite depreciation rate for Steam Production Plant increased slightly from
7.52% to 7.77% mainly due to a $21.7 million increase in the depreciable plant in
service balance since the 2016 depreciation study.

Please explain the results of your study for Nuclear Production Plant.

The composite rate for Nuclear Production Plant increased from 3.22% to 4.13%
mainly due to a $298.7 million increase in the depreciable plant in service balance
since the 2016 depreciation study. The increase in depreciable nuclear plant in
service since 2016 is mostly due to the LCM Project, which is discussed in detail by

Company witnesses Thomas and Lies.
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Please explain the results of your study for Hydraulic Production Plant.

The composite rate for Hydraulic Production Plant increased from 2.30% to 2.72%
due a $3.3 million increase in the depreciable plant in service balance since the 2016
depreciation study.

Please explain the results of your study for Other Production Plant.

The composite depreciation rate for Other Production Plant increased slightly from
5.26% to 5.29% due to a small increase in the depreciable plant in service balance
since the 2016 depreciation study.

Please explain the results of your study for Transmission Plant.

The depreciation rate for Transmission Plant increased from 1.95% to 2.48% due to
increases in the net salvage ratio for five accounts (Accounts 353, 354, 355, 356 and
358) and decreases in the average service life for three accounts (Accounts 352,
353, and 355). The depreciation rate increase was partially offset by an increase in
the average service life for Account 356.

Please explain the results of your study for Distribution Plant.

The depreciation rate for Distribution Plant increased slightly from 3.53% to 3.54%
due to increases in the net salvage ratio for six accounts (Accounts 361, 362, 364,
365, 369 and 373), decreases in the average service life of two accounts (Accounts
361 and 362), and updating the depreciation rate that was calculated for Account
370. The increase was offset by increases in the average service life for eight

accounts (Accounts 364, 365, 366, 367, 368, 369, 371, and 373).
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Please explain the results of your study for General Plant.

The depreciation rate for General Plant increased from 3.46% to 3.59% due to
increases in the net salvage ratio for three accounts (Accounts 390, 391, and 398).
The rate increase was patrtially offset by an increase in the average service life for
Account 390.

Does this conclude your pre-filed verified direct testimony?

Yes.
















































































































































Volumes
Demolition Material Volume
Concrete 66,200 yards
Demolition Debris 16,342 yards
Scrap Ferrous Steel 132,374 tons
Scrap Non-ferrous Steel 1,836,829 Ibs

Oils/Greases

15,000 gallons

Clearwater Pond Backfill

81,700 yards
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Constantine Hydroelectric Plant

J32 AMERICANS Indiana Michigan Power Company
ELECTRIC American Electric Power Service Corporation
NWER Conceptual Demolition Cost Estimate

February 12, 2016

1.0 INTRODUCTION

The Constantine Hydroelectric Plant located in the City of Constantine, Michigan is owned and operated
by Indiana Michigan Power Company (I&M), a subsidiary of American Electric Power (AEP). The plant
consists of (from left to right referenced facing downstream) a left abutment embankment section, a
flashboard regulated spillway, a canal headgate structure, a power canal (headrace) flanked by earth
embankments on either side of the canal, the powerhouse and a separate saddle dike on the left bank of
the power canal. The powerhouse is located downstream of the spillway, at the downstream end of the
headrace, and returns flow to the river. The powerhouse contains four (4) operating S. Morgan Francis
turbine generators rated at 0.3 MW each, installed in 1923 or 1924.

AEP recently contracted S&L to prepare conceptual demolition cost estimates considering three (3)
retirement options defined as follows: (1) Option 1, Non-Power Operation, (2) Option 2, Partial Removal
of the Dam Structures, and (3) Option 3, Complete Removal of the Dam and Powerhouse. Also, in

addition S&L was requested to prepare a separate Asbestos Removal Conceptual Cost Estimate.

The objective of the conceptual demolition cost estimates is to determine the gross demolition costs for
Constantine Hydroelectric Plant (including gross salvage credits and any other benefits), in support of
documenting a component of future AEP book depreciation rates to be approved by the 1&M’s state
commissions and potential future inclusion in submittal of a rate case to the state commissions, and other
potential uses. The cost estimate considers the demolition/dismantlement methodology which complies

with current OSHA rules and regulations.
2.0 COST ESTIMATE SUMMARY

Conceptual Demolition Cost Estimate No. 33707B, dated February 12, 2016, was prepared and is
included as Exhibit 2. This cost estimate was prepared for retirement option 3, but includes accounts
allowing the determination of cost estimates for retirement options 1 and 2 as well. A summary of the
conceptual demolition cost estimates for all three (3) retirement options is provided in Exhibit 1 and

detailed in the following tables.
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The cost estimate is structured into a code of accounts as identified in Table 2-1.

Table 2-1
Cost Estimate Code of Accounts

Account Number Description

10, 21, 22 Demolition Costs (including steel, equipment & piping scrap value)
18 Scrap Value Costs

91 Other Direct & Construction Indirect Costs

93 Indirect Costs

94 Contingency Costs

96 Escalation Costs

The results of the cost estimate for retirement option 3 are provided in Table 2-2 below.

Table 2-2
Cost Estimate Results Summary
Retirement Option 3

Description Total Cost
Demolition Cost $3,711,338
Scrap Value ($92,058)
Direct Cost Subtotal $3,619,279
Indirect Cost $371,000
Contingency Cost $830,000
Escalation Cost $0
Total Project Cost $4,820,280
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The results of the cost estimate for retirement option 1 are provided in Table 2-3 below.

Table 2-3
Cost Estimate Results Summary
Retirement Option 1

Description Total Cost
Demolition Cost $238,539
Scrap Value ($83,035)
Direct Cost Subtotal $174,023
Indirect Cost $17,000
Contingency Cost $67,700
Escalation Cost $0

Total Project Cost $258,723

The results of the cost estimate for retirement option 2 are provided in Table 2-4 below.

Table 2-4
Cost Estimate Results Summary
Retirement Option 2

Description Total Cost
Demolition Cost $3,375,501
Scrap Value ($83,035)
Direct Cost Subtotal $3,292,465
Indirect Cost $337,000
Contingency Cost $755,000
Escalation Cost $0
Total Project Cost $4,384,465
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Asbestos Removal Conceptual Cost Estimate No. 33739B, dated February 12, 2016, was prepared and is
included as Exhibit 3. The total estimated cost for asbestos removal prior to plant dismantlement is
$55,200. Quantities were derived from drawings and past experience. Asbestos removal applies to the
powerhouse, thus the removal cost applies to all three (3) retirement options. The cost of asbestos
removal is excluded from the total conceptual demolition cost estimates for each retirement option

detailed in the tables above.
3.0 TECHNICAL BASIS
The scope of dismantlement is based on three (3) retirement options, as requested by AEP, as follows:

Retirement Option 1, Non-Power Operation: This scenario would consider leaving intact all of the

existing water-impounding structures and the powerhouse. Only the electric generating units and their
auxiliary equipment would be removed so as to preclude the generation of electricity by the former
hydroelectric plant. In addition, the spillway would be modified as required in order to pass river flows

and maintain the impoundment’s water surface elevation at the current conditions.

Retirement Option 2, Partial Removal of the Dam Structures: This scenario would consider demolition

and removal of certain elements of the hydroelectric site in order to drain the existing impoundment and
create a natural river channel through the dam site. This would generally include removal of the
generating units and powerhouse and possibly but not inclusively demolition and removal of substantial
portions of concrete spillway structures. This option would address the removal and stabilization of any
sediments that have accumulated at the upstream end of the dam and the stabilization of the newly

exposed reservoir/riverbanks.

Retirement Option 3, Complete Removal of the Dam and Powerhouse: This scenario would consider

complete removal of the electric generating components and powerhouse and complete removal of the
dam. Similar to option 2, this option would address the removal and stabilization of any sediments that
have accumulated at the upstream end of the dam and the stabilization of the newly exposed

reservoir/riverbanks.

The scope of dismantlement for each retirement option, as interpreted from the definitions above, are
identified on marked plant drawings included as Exhibit 4. The scope of dismantlement and the sequence

of demolition for each retirement option are defined on these sketches.
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Retirement options 2 and 3 include the same demolition work as retirement option 1, removal of the
generating unit components from the powerhouse. The powerhouse is not removed in retirement option
1, but is removed in retirement option 3. For retirement option 2 the powerhouse may or may not be
removed, depending on if removal of portions of the dam can restore river flow to natural flow without

removing the powerhouse (refer to Exhibit 4).

For each of the retirement options the scope of sediment removal is based on the quantity that would be
disturbed from the demolition work itself and not complete removal of all sediment potentially disturbed
by the partial or complete removal of the dam. The subcontractor costs included in retirement options 2
and 3 are for lime stabilization of the sediment and removal of the sediment and other wastes (such as
timber) to the waste disposal site. These costs do not apply to retirement option 1 since only generating

unit components in the powerhouse are removed and this material has scrap value.

Retirement options 2 and 3 include the stabilization of newly exposed riverbanks, which include the dam
area and areas upstream of the dam. The extent of stabilization for retirement option 3 may be slightly

more than retirement option 2, since the entire dam is being removed in retirement option 3.
The following are excluded from the scope of the conceptual demolition cost estimates:
»  Asbestos removal (separate cost estimate prepared).

»  The conceptual demolition cost estimate includes the cost to remove the three (3) main power
transformers located in the switchyard, but not the cost to remove the switchyard itself (and
remaining components in the switchyard).

»  The separate brick storage building near the entrance road will remain in place.
»  Evaluation of the effect of the complete removal of the series of dams on the river watershed.

»  Evaluation of the effect of the removal of any one dam, on either the upstream or downstream side
dam and reservoir, after removal of the dam.

»  Potential social or environmental impact of the draining of the reservoirs and the impact on
property values or other community impact.

»  The conceptual demolition cost estimate excludes any costs related to performing surveys to
quantify the amount of sediment and chemical testing of the sediment. The quantity of sediment to
be removed was estimated for retirement options 2 and 3 and the cost to remove the sediment is
included in the conceptual demolition cost estimate. As stated above, the scope of sediment
removal is based on the quantity that would be disturbed from the demolition work itself and not
complete removal of the sediment potentially disturbed by the partial or complete removal of the
dam.
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4.0

4.1

4.2

4.3

The scope of the demolition cost estimate was reaffirmed during a review of the facility by two S&L
employees in conjunction with a representative from Bradenburg Industrial Service Co. and AEP

corporate and plant personnel. The facility review was held on Tuesday December 15, 2015.
COMMERCIAL BASIS
General Information

The Conceptual Demolition Cost Estimates prepared for the Constantine Hydroelectric Plant is a
conceptual estimate of the cost to dismantle the powerhouse and dam in accordance with the scope
defined for each of the three (3) retirement options. Costs were calculated for (1) demolition of existing
plant structures and equipment and associated site restoration costs, (2) scrap value of steel, copper and

stainless steel, as applicable, (3) associated indirect costs, and (4) contingency.

All units used in the cost estimate are U.S. Standard and all costs are in US Dollars (4™ Quarter 2015
levels). A three (3) year demolition schedule is anticipated for retirement option 3 including asbestos
removal (to be performed prior to start of demolition work). The schedule takes into consideration
environmental permitting, asbestos removal which includes mapping out all asbestos contamination
throughout the powerhouse and associated abatement, followed by total plant demolition and site

restoration. The schedule for the other two (2) retirement options would be correspondingly less.
Quantities/Material Cost

Quantities of pieces of equipment and/or bulk material commodities used in the cost estimates were
intended to be reasonable and representative of projects of this type. Material quantities were estimated
from the hydroelectric plant drawings and data provided by AEP, and the information obtained from

Plant personnel during the facility review.
Construction Labor Wages

Craft labor rates (Craft Hourly Rate) for the cost estimate were calculated as Union Labor rates for South
Bend, Indiana, based on 2015, R. S. Means “Labor Rates for the Construction Industry”. The craft rates
were incorporated into work crews appropriate for the activities by adding allowances for small tools,
construction equipment, insurance, and site overheads to arrive at crew hourly rates detailed in the cost
estimate. A 1.10 regional labor productivity multiplier was included based on Compass International

Global Construction Yearbook, 2015 Edition, for union work in Indiana. National Maintenance
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43.1

4.3.2

4.4

Agreement Rates (typically negotiated by AEP) do not apply as this work is assumed to be performed as

a lump sum contract.

Labor Work Schedule and Incentives

The estimate assumed a 5x8 work week. No per diem or other labor incentives are included.
Construction Indirects

Allowances were included in the cost estimate as direct costs as noted for the following:

»  Freight: Material and scrap freight included in the material and scrap costs.

»  Additional Crane Allowance: None included. Cost of cranes and construction machinery are
included in the labor wage rates.

Mobilization and Demobilization: Included in labor wage rates.
Scaffolding: Included in labor wage rates.
Consumables: Included in material and labor costs.

Per Diem Costs: Excluded from the estimate.

vV V VYV V V

Contractor’s General and Administrative Costs and Profit: Included in the labor wage rates.
Scrap Value

The value of scrap was determined by a 3 month average (November and December 2015 and January

2016) using Zone 4 (USA Midwest) of the “Scrap Metals Market Watch” (www.americanrecycler.com).

Since the values obtained are delivered pieces, 25% of the values obtained were deducted to pay for

separation, preparation and shipping to the mills. This resulted in realized prices of:
>  Mixed Steel Value @ $118/Ton

»  Copper Value @ $3,180/Ton

>  Stainless Steel @ $675/Ton

Note: 1 Ton = 2,000 Lbs

All steel is considered to be mixed steel unless otherwise noted.

Page 7 of 9

\\Snl6c\data6\AEPFossil\Rockport_Tanners Creek CDCEU 2015\6.0 Evaluations-Reports\6.06 Studies\Constantine\Constantine Hydro_Conceptual Demolition Cost Estimate_No 33707_Rev 0.doc

Sargent & Lundy'*



Indiana Michigan Power Company
Attachment JAC-3
Page 79 of 205

Constantine Hydroelectric Plant

J32 AMERICANS Indiana Michigan Power Company
ELECTRIC American Electric Power Service Corporation
NWER Conceptual Demolition Cost Estimate

February 12, 2016

45

4.6

4.7

4.8

Indirect Costs

Allowances were included in the cost estimate as indirect costs as noted for the following:

»  Engineering, Procurement and Project Services: None included.

»  Construction Management Support: None included.

»  Owners Cost: Included as 10.0% of the total direct cost. Owners Costs include owner project

engineering, administration and construction management, permits and fees, legal expenses, taxes,
removal of chemicals, etc.

Escalation

No allowance for escalation was included in the cost estimate. All costs are determined in 4" Quarter
2015 levels.

Contingency
Allowances were included in the cost estimate as contingency as noted for the following:

»  Scrap Value: Included as 15.0% reduction in the salvage value resulting in a total net reduction in
the salvage value. The contingency assumes a potential drop in salvage value thus increasing the
project cost. Scrap costs are very volatile but by taking a 3-month average some of the effect of
volatility is reduced. However there are other variables that affect scrap pricing such as the
guantity and processing fees. The contingency applied is based on the estimators confidence in
scrap pricing used in the demolition cost estimate.

Material: Included as 20.0% of the total material cost.
Labor: Included as 20.0% of the total labor cost.

Indirect: Included as 20.0% of the total indirect cost.

vV VYV VYV V

Subcontractor: Included as 20.0% of the total subcontractor cost.
Assumptions
The following assumptions apply to the cost estimates.

»  The cost estimate for each retirement option is based on the scope and the demolition sequences
defined on the sketches provided in Exhibit 4.

»  All chemicals will be removed by the Owner prior to demolition, from the facilities to be
demolished.
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»  All electrical equipment and wiring is de-energized prior to start of dismantlement. There is no

reservoir control at this plant, hence electrical power is not required for retirement option 1. The

tailwater at Constantine is controlled by the gated spillway structure at Mottville Hydroelectric
Plant, approximately seven (7) miles downstream.

»  No extraordinary environmental costs for demolition have been included.

»  Handling, on-site and off-site disposal of hazardous materials would be performed in compliance

with methods approved by Owner.

»  The window glazing in the powerhouse may be ashestos contaminated and an allowance for
removal and disposal is included in the asbestos removal cost estimate. There are twenty (20)
control boards mounted on 3’ x 9’ transite (asbestos) panels and an allowance for removal and

disposal is included in the asbestos removal cost estimate. There is no building or pipe insulation

in the facility and consequently no insulation related asbestos contamination.

»  Switchyards within the plant boundaries are not part of the scope, neither are access roads to these

facilities. Fences and gates needed to protect the switchyard will be left in place.

»  All demolished materials are considered debris, except for organic combustibles and non-
embedded metals which have scrap value.

»  The basis for salvage estimating is for scrap value only. No resale of equipment or material is
included.

»  Sediment removed due to demolition work is treated with lime and hauled offsite to an approved

waste disposal facility.
5.0 REFERENCES

5.1 Constantine Plant Drawings: One-Line Diagrams, No. 14-12001 and No. E-1000, 12/16/06.

5.2 Findlay Engineering, Inc., Supporting Technical Information Document, Constantine Hydroelectric
Project, October, 2005.
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